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Kellogg Company, headquartered in Battle 
Creek, Michigan, is the world's leading 
producer of ready-to-eat cereal products. 
The Company also manufactures frozen 
waffles, toaster pastries, cereal bars, and 
other convenience foods. 

Founded in 1906, Kellogg Company has a 
heritage of excellence and a reputation for 
products that provide superior value and 
contribute to a healthy diet. Kellogg products 
are manufactured in 18 countries and distri¬ 
buted in more than 150 countries. 
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FINANCIAL 


HIGHLIGHTS 


(dollar amounts in millions, except per share data) 

1993 

Change 

1992 

Change 

1991 

Change 

Net sales 

$6,295.4 

+ 2% 

$6,190.6 

+ 7% 

$5,786.6 

+12% 

Earnings before cumulative 
effect of accounting change* 

680.7 

_ 

682.8 

+ 13% 

606.0 

+21 % 

Net earnings 

680.7 

+58% 

431.2 

-29% 

606.0 

+21 % 

Earnings per share before cumulative 
effect of accounting change* 

2.94 

+ 3% 

2.86 

+14% 

2.51 

+21 % 

Net earnings per share 

2.94 

+62% 

1.81 

-28% 

2.51 

+21 % 

Dividends per share 

1.32 

+10% 

1.20 

+ 12% 

1.075 

+ 12% 

Cash provided by operations 

800.2 

+ 8% 

741.9 

-21 % 

934.4 

+ 14% 

Capital expenditures 

449.7 

- 5% 

473.6 

+42% 

333.5 

+ 4% 

Return on average equity before 
cumulative effect of accounting change 

* 37% 


31% 


30% 


Debt to total capital 

35% 


21% 


18% 


Average shares (millions) outstanding 

231.5 


238.9 


241.2 



*See Note 9 within Notes to Consolidated Financial Statements. 


10-YEAR GROWTH IN EARNINGS PER SHARE 


(before accounting change) 

$2.94 
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ft 






















TO OUR 

SHAREHOLDERS 


Kellogg Company faced major challenges during 1993. Continued recessions in several major markets, 
inventory reductions and restructurings by our customers, and unfavorable currency translations contri¬ 
buted to an intensely competitive global environment. Amid these difficulties, we did not meet our 
1993 growth objectives. 

However, we did achieve increased sales for the 49th consecutive year and increased earnings, exclud¬ 
ing one-time events, for the 41st time in 42 years. Of even greater importance, we kept our focus on the 
long-term well-being of our business and took significant steps to position our operating units around 
the world for continued growth. 

The strength of our brand portfolio is a critical building block for the future. During 1993, we invested 
in our brands through continued industry leadership in franchise-building advertising and through a disci¬ 
plined and successful new-product program. Our products continue to perform well against both 
branded and private label competitors. 

Our strategic repositioning of business units during 1993 included the establishment of a new Kellogg 
USA Convenience Foods Division. This high-potential division combines our Eggo® frozen waffle business, 
formerly part of Mrs. Smith's Frozen Foods Co., with our other non-cereal lines. Consistent with this 
repositioning, we continue to divest units that do not fit with our long-term strategic plan. During 1993, 
we sold our British carton-container and Argentine snack food businesses. 

Kellogg Company is reaching out globally to make our nutritious, great-tasting ready-to-eat cereal 
products available to a billion new consumers, more than doubling our current reach. In our existing 
markets, we are taking advantage of exciting growth opportunities as consumers around the globe 
increasingly recognize the health benefits of our products. Our exceptionally strong financial position 
enables us to finance growth by borrowing at the lowest available rate. 

The performance of Kellogg Company stock was disappointing in 1993, as it was for virtually every other 
consumer food company; however, our price-earnings multiple remains at one of the highest levels in 
the food industry. We are focused on profitable growth and committed to increasing shareholder value. 
Consistent with this commitment, we purchased $547 million in shares of Kellogg Company stock during 
1993, more than double the amount purchased in 1992, and our purchase program is continuing in 1994. 
Our dividend rose for the 37th consecutive year in 1993, with a 10 percent increase to $1.32 per share. 











In April of 1993, we were saddened by the death of Dr. Theodore Cooper, a member of the Board of Directors 
since 1987 (see inside back cover). In December, Charles M. Bliss retired from the Board after 13 years of dedi¬ 
cated service (see page 30) and Harold A. Poling, retired chairman and chief executive officer of Ford Motor Co., 
was elected to the Board. 



In August, Stanley W. Ruis retired as vice president 
and corporate controller after a distinguished 30-year 
career. Officer appointments during 1993 included 
Charles E. French as vice president - finance and 
treasurer, Alan Taylor as corporate controller, and 
Dr. William J. Mayer as vice president - medical affairs. 

It is a privilege to be chief executive officer of our global 
team of 16,000 Kellogg people. They overcame unpre¬ 
cedented challenges during 1993, delivering another 
year of growth while staying focused on optimizing 
the long-term performance of our Company. Their out¬ 
standing performance merits our most sincere thanks 
and affirms once again that, at Kellogg Company, our 
people are our most important competitive advantage. 
Their commitment to delivering value - to consumers 
and to you, our shareholders - bodes well for the 
future of this very special Company. 



Arnold G. Langbo 
Chairman of the Board 
Chief Executive Officer 
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NORTH AMERICA 


CEREALS 

Kellogg North America delivered another year of solid growth in cereal volume and profitability during 1993, 
clearly maintaining its market leadership position in both the United States and Canada. We faced strong 
competitive pressures throughout 1993 and see no letup in competitive intensity in the years ahead. However, 
we are well-positioned for continued leadership and strongly committed to meeting any competitive challenges. 

Kellogg leads because Kellogg delivers the most value to consumers. During 1993, the U S. Cereal Division 
added value to Kellogg's ® Complete® Bran Flakes cereal by adding Beta Carotene and Vitamin E fortification. 
We also introduced a non-raisin version of our popular Kellogg's ® Low Fat Granola cereal, and we launched 
two value-added new members of the Kellogg's ® Rice Krispies® family: Kellogg's ® Rice Krispies Treats ® cereal 
and Kellogg's® Apple Cinnamon Rice Krispies'" cereal. 

Kellogg also continued in 1993 to be the category leader in advertising which builds long-term consumer 
franchises for our brands and drives their continued growth. Kellogg's ® Frosted Mini-Wheatdf Kellogg's ® 
Apple Jacksif and Kellogg's® Special K® were among the leadership cereal brands which grew in 1993 as 
creative advertising effectively communicated their value to consumers. 

Operationally, 1993 was a landmark year in Kellogg's U.S. cereal business. Product quality and labor produc¬ 
tivity were at all-time highs. We markedly improved customer service through a series of Efficient Customer 
Response initiatives. Cost-effective capital investment continued to improve the technology and expand the 
capacity of our plants. In December, we announced a $146 million, multi-year expansion of our Memphis 
plant. This expansion will help us take advantage of growth opportunities for our products. 

The U.S. Department of Agriculture's new "food guide pyramid" illustrates why Kellogg North America's 
cereal business can continue to be one of the continent's great growth businesses. Consistent with the advice 
of health authorities around the world, the USDA pyramid recommends a diet rich in fruits, vegetables, and 
grains, including 6 to 11 servings per day from the bread and cereal group. 

The favorable nutritional positioning of our products has helped annual per capita cereal consumption in 
North America grow to 10.3 pounds. There is every indication that this growth will continue, powered by 
ever-increasing consumer recognition of the value of these products. 

Kellogg North America is prepared to convert this massive growth opportunity into value creation for 
Kellogg Company and its shareholders. 





















NORTH AMERICA 


CONVENIENCE FOODS 

Although ready-to-eat cereal represents more than 80 percent of Kellogg Company's global business, the 
Company holds extremely strong positions in other grain-based convenience foods categories, particularly 
in North America. To exercise the best possible stewardship of these businesses and plan most effectively 
for long-term growth, the Kellogg USA Convenience Foods Division was formed in 1993. 

The division is headquartered in Battle Creek, Michigan, and has production facilities in San Jose, California; 
Atlanta, Georgia; Blue Anchor, New Jersey; Muncy, Pennsylvania; and Rossville, Tennessee. Its current 
products are Kellogg's ® Pop-Tarts® toaster pastries, Eggo ® waffles, Kellogg's® Nutri-Gram ® bars, Kellogg's ® 
Low Fat Granola bars, Kellogg's ® Croutettes ® stuffing mix, and Kellogg's ® Corn Flake Crumbs. 

Kellogg North America's business opportunity in convenience foods is significant. The three high-growth 
categories in which Kellogg participates - toaster pastries, frozen waffles, and granola bars - now have 
combined annual sales in excess of $1.5 billion in the United States alone, and this category group is rich in 
growth and new-product potential. 

New-product introductions during 1993 helped position the Convenience Foods Division for continued 
growth. Initial consumer response was very favorable for Kellogg's ® Low Fat Granola bars, which were 
introduced in two flavors. The highly successful three-year-old Kellogg's® Nutri-Grain ® bars franchise was 
expanded with the introduction of a fifth flavor, peach. Consumers can now choose from 18 versions of 
Eggo® waffles after the 1993 introduction of a tasty new blueberry flavor of Eggo Mims ? 

Sales of Kellogg's® Pop-Tarts ® toaster pastries were enhanced during 1993 through new foodservice and 
non-grocery retail distribution channels. 

As is the case with Kellogg's cereal business, our Kellogg USA Convenience Foods Division has a tech¬ 
nologically advanced manufacturing infrastructure which each year is further modernized and expanded 
to accommodate continued growth and new products. Major projects in the 1993-1994 period include 
capacity increases for toaster pastries at Muncy, Pennsylvania, and for frozen waffles at Rossville, Tennessee. 

Among Kellogg Canada's convenience foods, Kellogg's® Pop-Tarts® toaster pastries showed the strongest 
growth in 1993. The early 1994 launch of two new flavors, S'Mores and Frosted Brown Sugar, means 
Canadian consumers can now choose from 10 flavors of Pop-Tarts® toaster pastries, further increasing the 
growth potential of this tasty, convenient line of products. 

The continued development of the convenience foods business in North America - including the potential 
for new products and expansion to markets on other continents - represents a major growth opportunity 
for Kellogg Company. 
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Latvia and Ireland, two very different markets for ready-to-eat cereal, illustrate the breadth of opportunity for 
Kellogg Europe to continue building its sales and profits. 

The opening of our new plant near Riga, Latvia, in November 1993 marked the first major entry by a cereal 
producer into the former Soviet Union. Kellogg's® products will be marketed initially in the Baltic States, 
Belarus, and portions of Russia. While cereal is not a traditional part of breakfast in these markets, the break¬ 
fast habit is well-established and our long-term potential is virtually unlimited. 

In contrast, cereal has been a breakfast mainstay for decades in the Republic of Ireland, where annual con¬ 
sumption is first in the world at more than 17 pounds per person. In spite of this high level of market develop¬ 
ment, Kellogg achieved a solid 5 percent increase in Irish volume during 1993, clearly demonstrating that 
well-established cereal markets still hold substantial growth potential. 

In almost all European countries, people are eating more and more cereal, providing Kellogg Europe the 
opportunity to deliver major increases in volume and profitability for Kellogg Company during the remainder 
of the 1990s and into the 21st century. Kellogg Europe, with a market share six times that of its nearest 
competitor, is the clear leader in European cereal market development. During 1993, one of our most difficult 
years, the Kellogg Europe team fought a combination of branded and unbranded competition, recessions, 
and inventory destocking, yet achieved continued volume and consumption growth. Only extremely unfavor¬ 
able currency exchange rates prevented an increase in profitability, and a less volatile exchange environment 
is anticipated for 1994. Still, we expect a continuation of intense competition in the years to come. 

Kellogg Europe is setting the stage for continued long-term development by: 

• The introduction of new cereal products. During 1993, we successfully launched Kellogg’s ® Corn Pops 
in the United Kingdom, Kellogg's® Chombos"' a nd Kellogg's® Apfel Zimt Loops’" in Germany, and 
Kellogg's® Crackles “ in France. 

• Capital investments. In addition to opening the Latvian plant, Kellogg Europe continued to invest to 
increase the capacity and effectiveness of its six other cereal plants. 

• Better leveraging of our continent-wide network of assets. A high level of communication and networking 
among our operations is leading to considerable cost savings from actions such as Pan-European sourcing 
of products and continent-wide purchasing. 

• Leadership in customer service. Kellogg Europe's strong partnerships with food wholesalers and retailers 
mean fresher products and more value for consumers, as well as increased profit potential for both ourselves 
and our customers. We were gratified that, in 1993, the Federation of Wholesale Distributors rated Kellogg 
Great Britain first in customer service among all British manufacturers for the fourth consecutive year. 

These vigorous initiatives show not only Kellogg Europe's focus on delivering value, but also its relentless 
commitment to continued category leadership and growth. 
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ASIA-PAC1 FI C 


In the same pioneer spirit with which W.K. Kellogg sent an associate to Australia in 1924 to start a cereal 
business, Kellogg Asia-Pacific is embarking on a new adventure that includes both enormous challenges and 
staggering long-term potential. 

By mid-1994, Kellogg's first ready-to-eat cereal plant in India is expected to begin production near Bombay. 

In mid-1995, our first Chinese plant, located near Guangzhou, is scheduled to come on line. The combined 
population of India and China, 2 billion, represents more than a third of the global population. To date, 
the penetration of ready-to-eat cereal in these two nations has been very minimal. Significantly, however, 
breakfast is a well-established daily event throughout both countries. The middle class is growing rapidly 
in India and markedly, although somewhat slower, in China, creating a source of hundreds of millions of 
potential consumers for our convenient, nutritious ready-to-eat cereal products. 

Although it may take decades to develop these exciting new markets, if cereal consumption reaches only a 
small fraction of the 13 pounds per person per year achieved in Australia, the impact on Kellogg Asia-Pacific's 
long-term growth and profitability will be exponential. 

Kellogg Asia-Pacific's current markets, which stretch from South Africa to Japan, are among the most diverse 
in the Kellogg world. Included are a group of fast-emerging Southeast Asia export markets paced by Taiwan, 
Hong Kong, and Singapore. These newer markets, with a total population exceeding half a billion, provide 
additional opportunities for long-term growth as cereal becomes an increasingly popular breakfast choice. 

Growth also continues in the more developed markets of Australia, South Africa, and New Zealand, and 
there are indications of a turnaround in Japan after several years of softness. However, we are not satisfied 
with the growth we achieved in 1993 in these markets and are committed to returning to our historic 
growth rates in 1994. 

Kellogg Asia-Pacific's four manufacturing plants - at Sydney, Australia; Springs, South Africa; Takasaki, Japan; 
and Anseong, South Korea - produce top-quality products for both domestic and export markets. We 
continue to invest to improve the capacity and effectiveness of these plants, with particular emphasis on 
the division's flagship plant at Sydney. 

Kellogg Asia-Pacific also continues to focus on new-product introductions. Most prominent during 1993 
were the launches of Kellogg's ® Guardian ™ cereal in Australia, Kellogg's® Fruitful Bran 1 " cereal in Japan, and 
Kellogg's® Almond Flakes 1 " cereal in South Korea. 

Increasingly, the world recognizes the huge potential and growing economic importance of the Asia-Pacific 
region. Our Kellogg predecessors had the wisdom to invest heavily in this region, providing Kellogg Asia- 
Pacific with a strong and beneficial leadership position. The Kellogg Asia-Pacific team is moving decisively to 
fully leverage this position of leadership and has developed strategies to take full advantage of the exciting 
long-term opportunities for accelerated growth that lie ahead. 
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LATIN AMERICA 


Kellogg Latin America's strong commitment to delivering value and increasing nutrition awareness is sub¬ 
stantially boosting consumption of Kellogg's ® cereal among Latin American consumers. Throughout Kellogg 
Latin America - which serves South America, Mexico, Central America, and the Caribbean - opportunities 
for growth are significant. 

In 1993, Kellogg Latin America converted those opportunities into double-digit growth in numerous markets. 
Our disappointing results in Mexico, however, negatively impacted our overall performance. Late-year trends 
in that major market indicate a rebound in 1994. 

Kellogg Latin America thoroughly dominates its markets, with a consolidated market share of 78 percent. 
However, this division is anything but content with its success to date, and is both innovating and investing to 
set the stage for future growth. 

Kellogg Latin America's advanced manufacturing and distribution infrastructure is one of the division's most 
significant competitive advantages. Further development of that infrastructure during 1993 included the start 
of construction on a major new plant near Buenos Aires, Argentina, and capacity increases at our plants in 
Bogota, Colombia; Maracay, Venezuela; and Sao Paulo, Brazil. These increases helped Kellogg Latin America 
continue to develop its two-year-old Chilean business and begin wide-scale marketing of Kellogg's products in 
Peru and Ecuador. 1993 was also marked by a strengthening of our very promising Caribbean islands business. 

New product introductions continue to play an important role in developing Kellogg Latin America's cereal 
business. Introductions during 1993 included Kellogg's Chocos " in Colombia and Central America, Kellogg's® 
Tropic M in Mexico, Kellogg's® Special K ® in Venezuela, and Kellogg's ® Rock 'n Rice"' in Central America. 

A significant market dynamic in Latin America is the rapidly broadening consumer interest in health and 
nutrition. Taking advantage of the excellent fit of Kellogg's products into a healthy diet, Kellogg Latin America 
moved aggressively in 1993 to further increase the awareness of consumers and health professionals of 
the nutritional value of our products. These initiatives included a school nutrition education program which 
reached 300,000 children in Mexico alone; fiber symposia attended by hundreds of health professionals 
in Mexico, Costa Rica, and Argentina; and distribution of a nutrition newsletter to over 23,000 health 
professionals throughout Latin America. 

Kellogg Latin America added further nutritional value to its products by increasing fortification from six to 
eight vitamins in Kellogg's ® cereals throughout area operations. Kellogg also added zinc to products in 
selected countries in response to deficiencies of this important mineral in the diets of Latin American popula¬ 
tions. Kellogg Latin America fully expects this very favorable trend toward nutrition awareness to continue 
to boost cereal consumption well into the next century, and we are well-positioned to sustain and strengthen 
our market leadership position and deliver long-term gains in profitability. 
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$6 3 


$24 



Consolidated Net Sales 

(billions) 


35 7 



Return on Average Equity 

(percent, before 
accounting change) 


Selected Financial Data 

(dollar amounts in millions, except per share data) 


Summary of Operations 







Net 

Sales 

% Pretax 

Growth Earnings 

% 

Growth 

Earnings 

Before 

Accounting 

Change 

(a) 

% Net 

Growth Earnings 

10-Year 
Compound 
Growth Rate 

10% 


9% 


n% 


11% 

1993 

$6,295.4 

2 

$1,034.1 

(3) 

$680.7 

- 

$680.7 

1992 

6,190.6 

7 

1,070.4 

9 

682.8 

13 

431.2 

1991 

5,786.6 

12 

984.2 

21 

606.0 

21 

606.0 

1990 

5,181.4 

11 

814.7 

22 

502.8 

19 

502.8 

1989 

4,651.7 

7 

667.0 

(14) 

422.1 

(12) 

470.2 

1988 

4,348.8 

15 

774.7 

16 

480.4 

21 

480.4 

1987 

3,793.0 

14 

665.7 

13 

395.9 

24 

395.9 

1986 

3,340.7 

14 

586.6 

11 

318.9 

13 

318.9 

1985 

2,930.1 

13 

527.4 

11 

281.1 

12 

281.1 

1984 

2,602.4 

9 

476.1 

7 

250.5 

3 

250.5 

1983 

2,381.1 

1 

444.0 

8 

242.7 

7 

242.7 

Other Information and Financial Ratios 





Property, 

Net 

Capital 

Expenditures 

Depreciation 

Total 

Assets 


Number of 
Employees 

1993 

$2,768.4 


$449.7 

$265.2 

$4,237.1 


16,151 

1992 

2,662.7 


473.6 

231.5 

4,015.0 


16,551 

1991 

2,646.5 


333.5 

222.8 

3,925.8 


17,017 

1990 

2,595.4 


320.5 

200.2 

3,749.4 


17,239 

1989 

2,406.3 


508.7 

167.6 

3,390.4 


17,268 

1988 

2,131.9 


538.1 

139.7 

3,297.9 


17,461 

1987 

1,738.8 


478.4 

113.1 

2,680.9 


17,762 

1986 

1,281.1 


329.2 

92.7 

2,084.2 


17,383 

1985 

1,035.9 


245.6 

75.4 

1,726.1 


17,082 

1984 

856.0 


228.9 

63.9 

1,667.1 


17,239 

1983 

743.2 


156.7 

62.8 

1,467.2 


18,293 


(a) Net earnings for 1992 include a $251.6 million charge ($1.05 per share) resulting from the adoption of Statement of 
Financial Accounting Standards 106, "Employers' Accounting for Postretirement Benefits Other Than Pensions," as of 
January 1,1992. Net earnings for 1989 include a $48.1 million gain ($.20 per share) resulting from the adoption of 
Statement of Financial Accounting Standards 96, "Accounting for Income Taxes,"as of January 1,1989. 
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Per Common Share Data 




% 

Growth 

Earnings 

Before 

Accounting 

Change 

(a) 

Net 

Earnings 

Cash 

Dividends 

Book 

Value 

Average Shares 
Outstanding 
(millions) 

Shareholders' 

Equity 


14% 

14% 

13% 




58 

52.94 

$2.94 

$1.32 

$7.52 

231.5 

$1,713.4 

(29) 

2.86 

1.81 

1.20 

8.20 

238.9 

1,945.2 

21 

2.51 

2.51 

1.075 

8.98 

241.2 

2,159.8 

7 

2.08 

2.08 

.96 

7.88 

241.6 

1,901.8 

(2) 

1.73 

1.93 

.86 

6.70 

244.2 

1,634.4 

21 

1.95 

1.95 

.76 

6.03 

246.4 

1,483.2 

24 

1.60 

1.60 

.64 

4.91 

247.4 

1,211.4 

13 

1.29 

1.29 

.51 

3.63 

247.0 

898.4 

12 

1.14 

1.14 

.45 

2.77 

246.6 

683.0 

3 

.84 

.84 

.42 

1.98 

298.8 

487.2 

7 

.79 

.79 

.40 

3.20 

305.8 

977.9 


Financial Ratios 




Current 

Ratio 

Pretax Interest Return on 

Coverage Average 

(times) Equity 

Debt to 

Total 

Capital 

Cash Provided 
by Operations 

Long-term 

Debt 

1.0 

27 


37% 

35% 

$800.2 

$521.6 

1.2 

33 


21% 

21% 

741.9 

314.9 

.9 

17 


30% 

18% 

934.4 

15.2 

.9 

11 


28% 

26% 

819.2 

295.6 

.9 

10 


30% 

34% 

533.5 

371.4 

.9 

13 


36% 

32% 

492.3 

272.1 

.9 

14 


38% 

27% 

523.5 

290.4 

1.1 

13 


40% 

31% 

542.7 

264.1 

1.4 

11 


48% 

38% 

449.7 

392.6 

1.1 

26 


27% 

59% 

331.5 

364.1 

1.8 

64 


26% 

4% 

347.1 

18.6 


$681 



$243 


Net Earnings 

(millions, before 
accounting change) 


176 


‘83 


88 


'93 


Return on Average Assets 

(percent, before 
accounting change) 


15 



















1993 Global Market Share 

(volume) 


Europe 

24 % 



Other 

16 % 


United States 
60 % 


1993 Geographic Net Sales 


$9 



•83 '88 '93 


10-Year Growth of a 
Dollar Invested in 
Kellogg Company Stock 

(dividends reinvested quarterly) 


Management’s Discussion and Analysis 


Strategic and financial objectives 

Management's primary objective is to 
increase shareholder value over time. To 
achieve this objective, the Company has 
implemented a long-term business strategy 
which focuses on continuing aggressive 
investment in new cereal markets, increasing 
returns on existing investments, maximizing 
cash flows, and minimizing the cost of 
capital through appropriate financial policies. 
The success of this strategy is reflected in 
the Company's superior earnings, return on 
equity, total return to shareholders, and 
its overall strong financial condition. 

Global marketplace 

Because of its strong global market share 
leadership, the Company is uniquely posi¬ 
tioned to benefit from the continued in¬ 
crease in cereal consumption around the 
world. As of December 31,1993, our 
market share was 43% globally, 38% in 
North America, 47% in Asia-Pacific, 50% 
in Europe, and 78% in Latin America. This 
favorable positioning in existing markets 
is accompanied by leadership in entering 
new markets with substantial long-term 
potential. Kellogg opened a new cereal 
plant in Latvia in 1993 and has plants sched¬ 
uled to begin production in India in 1994 
and in China in 1995. We plan to make our 
products available to a billion new con¬ 
sumers by early in the next century, more 
than doubling our present reach. 

Lifestyle and demographic changes in major 
markets around the world favor a continued 
increase in consumption of ready-to-eat ce¬ 
real, our core product line. Two particularly 
important trends are ever-increasing recogni¬ 
tion by consumers around the world of the 
nutritional value of cereal and the accelerat¬ 
ing move of the "baby boom" generation 
from young adulthood, where cereal con¬ 
sumption is relatively low, to middle age, 


where cereal consumption grows steadily. 
The Company believes it has developed 
the worldwide infrastructure and financial 
resources needed to continue its leader¬ 
ship of category growth. 

Results of operations 
1993 compared to 1992 
Revenues 

Kellogg revenues are obtained primarily from 
the sale of ready-to-eat cereals in more than 
150 countries. Kellogg has been marketing 
cereals since 1906 and is the global market 
share leader by nearly a three-to-one advan¬ 
tage. Increased revenues are obtained by 
reaching consumers in both new and devel¬ 
oped markets with products that are both 
nutritious and superior in quality. The intro¬ 
duction of new products is vital to the 
Company's long-term financial strength. For 
1993, the Company introduced 24 new 
products worldwide. 

Despite intense competition, continued 
recessions in several major markets, and unfa¬ 
vorable currency movements, worldwide 
revenues increased by 2% for 1993, marking 
the 49th consecutive annual increase. The 
increase was achieved through higher selling 
prices and a 2% increase in cereal volume, 
being negatively impacted by foreign 
currency movements. Forty percent of all 
revenues are derived from outside the 
United States and are subject to foreign cur¬ 
rency fluctuations. Excluding the negative 
effects of currency movements, 1993 sales 
would have increased 6%. During 1993, 
sales within the United States rose by 6% 
from increased selling prices and volume 
for both cereal and convenience foods. 
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1993 European sales, which were signifi¬ 
cantly affected by unfavorable foreign cur¬ 
rency fluctuations, were down 8%. If the 
effects of foreign currency are excluded, 
European sales would have risen 4%. Sales 
for other areas grew by 2% from increased 
volume and higher selling prices, being 
partially offset by the negative impact of 
currency fluctuations. Excluding the effects 
of negative currency movements, other 
area sales would have increased 6%. 

Other revenue for 1993 includes a total pre¬ 
tax gain of $65.9 million ($.20 per share) 
from the sale of the Company's British car¬ 
ton-container division ($.10 per share) and 
its Argentine snack food business ($.10 per 
share). In recent years the Company has 
divested units that do not fit with its long¬ 
term strategic plan. Other deductions for 
1993 includes pre-tax charges of $64.3 mil¬ 
lion ($.18 per share) from the write-down of 
certain assets in Europe and North America. 

Expenses and profit margins 

Cost of goods sold as a percent of sales 
was 47% for the year, the lowest in the last 
decade. Higher selling prices, increased 
volume, and worldwide productivity gains 
in factory operations are among the fac¬ 
tors that contributed to this lower ratio. 

Intense global competition requires heavy in¬ 
vestment in value-added marketing. Selling 
and administrative expense represented 36% 
of each sales dollar in 1993. The Company is 
committed to building strong, long-term 
brand franchises through effective advertising. 

Gross interest expense, prior to amounts 
capitalized, increased to $40.4 million for 
1993, compared to $33.6 million for 1992. 
Higher debt levels caused the increase. The 
Company expects average borrowing levels 
and related interest expense to be slightly 
higher during 1994. 


The Company's effective tax rate was 
34.2% for the year, compared to 36.2% for 
1992. The tax rate declined for a number of 
reasons. Decreased statutory rates in coun¬ 
tries such as Germany, Australia, Canada, 
and South Africa more than offset the 
United States tax rate increase of 1993. 

The Company's 1994 effective tax rate is 
expected to be approximately 38%. 

For 1993, earnings per share were $2.94 
and earnings were $680.7 million, compared 
to 1992's earnings per share of $1.81 and 
earnings of $431.2 million. Excluding all 
one-time events for both years, earnings per 
share were $2.92, up 6% over $2.75 in 
1992; and net earnings were $675.5 million, 
up 3%. Without the negative impact of 
foreign currency fluctuations, earnings per 
share would have been up 10% and net 
earnings up 6%. 

Geographically, earnings before the cumu¬ 
lative effect of an accounting change were 
lower by 1% for the United States and by 
1% for Europe, and up 7% for other areas. 
Excluding all one-time events for both years, 
the United States would have been up 7%, 
Europe down 9%, and other areas up 2%. 
Without the negative impact of foreign cur¬ 
rency movements, Europe would have 
been up 4% rather than down 9%. 

Statement of Financial Accounting Standards 
112, "Employers' Accounting for Postem¬ 
ployment Benefits;' was issued in November 
1992. This statement had no material effect 
on the Company's financial condition or 
results of operations. 


52.5 
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$ 2.94 



’83 '88 '93 
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(before accounting change) 



1993 Geographic Earnings 

(before accounting change) 
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Cash Flow From Operations 

(millions) 



Adjusted Earnings 


Divestments 

3 % 


Debt, net 
28 % 

1993 Sources of Cash 



Dividends 
22% 

Capital Expenditures 
32 % 

1993 Uses of Cash 


Treasury Stock 
39 % 


Other 

7 % 


1992 compared to 1991 

Worldwide revenues for 1992 increased 
7% to $6.2 billion on the strength of a 5% 
gain in cereal volume and higher selling 
prices. During January 1992, the Company 
sold Fearn International Inc., a U.S. food- 
service subsidiary. Excluding 1991 sales by 
Fearn, 1992 sales would have increased 
by 9% instead of 7%. Foreign currency 
fluctuations had a minimal impact on 
1992 worldwide revenues. 

Sales within the United States increased by 
5%; however, excluding Fearn sales from 
1991, the increase was 8%. This increase re¬ 
sulted from increased volume coupled with 
higher selling prices. European sales were 
up a solid 14% for the year due to a volume 
gain of 6% coupled with higher selling prices 
and the positive impact of foreign currency 
fluctuations. Sales for other areas grew by 
6% from improved volume and selling 
prices, partially offset by negative foreign 
currency movements. 

Other revenue includes a total pre-tax gain 
of $58.5 million ($.16 per share) from the sale 
of Fearn International Inc. Other deductions 
includes a pre-tax charge of $22.4 million 
($.05 per share) from the disposition of con¬ 
venience foods operations in Canada and 
other North America assets. 

Cost of goods sold as a percent of sales was 
48%, compared to 49% in 1991. Factors 
such as improved volume, positive inventory 
management, and improved factory pro¬ 
ductivity contributed to the decline. Selling 
and administrative expense represented 
35% of each sales dollar in 1992, compared 
to 33% in 1991. 

Gross interest expense, prior to amounts 
capitalized, decreased to $33.6 million, com¬ 
pared to $60.7 million in 1991. Lower interest 
rates and debt levels led to the decline. The 
Company's effective tax rate was 36.2%, 


compared to 38.4% for 1991. The decline 
in the rate resulted from lower effective tax 
rates in certain international locations. 

For 1992, earnings per share were $1.81 and 
earnings were $431.2 million, compared to 
earnings per share of $2.51 and earnings of 
$606 million in 1991. Excluding all one-time 
events and the accounting change, earnings 
per share were $2.75, up 10%, and earnings 
were $657.1 million, up 8%. 

Effective January 1,1992, the Company 
adopted Statement of Financial Accounting 
Standards (FAS) 106, "Employers' Account¬ 
ing for Postretirement Benefits Other Than 
Pensions" This standard requires that the 
estimated cost of postretirement benefits, 
principally health care, be accrued over the 
period earned rather than expensed as 
incurred. The transition effect of adopting 
FAS 106 on the immediate recognition 
basis, as of January 1,1992, resulted in an 
after-tax charge of $251.6 million or 
$1.05 per share. 

Geographically, earnings before the cumu¬ 
lative effect of the accounting change were 
up 18% for the United States, up 9% for 
Europe, and down 6% for other areas. Exclud¬ 
ing the sale of Fearn and the one-time asset 
writeoffs, United States earnings would 
have been up 9% and other areas up 5%. 

Liquidity and capital resources 

The financial condition of the Company 
remained strong during 1993. Company 
operations have historically provided a 
strong, positive cash flow which, along with 
the program of issuing commercial paper 
and maintaining worldwide credit facilities, 
provides adequate liquidity to meet the 
Company's operational needs. Cash and 
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cash equivalents totaled $98 million at 
December 31,1993, compared to $126 mil¬ 
lion at December 31,1992. 

Cash provided by operating activities 
amounted to $800 million in 1993, com¬ 
pared to $742 million in 1992 and $934 mil¬ 
lion in 1991. The Company's current ratio 
(current assets over current liabilities) was 
1.0:1.0 for 1993 and 12:1.0 for 1992. 

The Company maintains credit facilities with 
banking institutions in the United States and 
other countries where it conducts business. 
At year-end, the Company had $613 million 
of short-term lines of credit, of which $569 
million were available. 

Funds expended for capital improvements 
in 1993 totaled $450 million, compared to 
$474 million in 1992 and $333 million in 
1991. In 1994, capital expenditures are ex¬ 
pected to be approximately $400 million 
as the Company continues to invest globally 
in expansion and modernization of its facili¬ 
ties. The capital program remains focused on 
producing the highest quality product at 
the lowest possible cost. 

The Company's debt to total capital ratio 
was 35% at December 31,1993, compared 
to 21% in 1992. The Company's increased 
share repurchase program led to higher 
debt levels resulting in the higher ratio. The 
Company continues to enjoy the highest 
available debt ratings on both its commer¬ 
cial paper and long-term debt. 

At December 31,1993, the Company had 
on file a ''shelf registration" of $200 million 
with the Securities and Exchange Commission 
to provide for the issuance of debt in the 
United States. The net proceeds from any 
offering under the "shelf" would be added 
to the Company's working capital and be 
available for general corporate purposes. 

In October of 1993, the Company issued 
$265 million Canadian Eurodollar 
5-year Notes with a 6.25% interest rate. 


During 1992, $300 million 5-year notes 
were issued with a 5.9% interest rate. The 
first two years of both notes were swapped 
into variable rate debt. In March 1992, the 
Company's $200 million 9.5% Eurodollar 
Notes matured. 

Notes payable are comprised principally of 
floating interest rate obligations that had an 
average interest rate of 4% in 1993, com¬ 
pared to 6% during 1992. 

Dividends paid per share of common stock 
rose 10% in 1993, marking the 37th consec¬ 
utive year of increase. The trend of increased 
dividends is expected to continue in 1994. 

During 1993, the Company purchased 
9,487,508 shares of its common stock at an 
average cost of $58 per share. In 1992, a 
total of 3,497,000 shares were purchased at 
an average cost of $63 per share. Treasury 
stock purchases were made under plans 
authorized by the Company's Board of Direc¬ 
tors. At December 31,1993, an additional 
$353 million of stock could be purchased 
through December 1994 under current 
Board authorization. 

Looking forward 

Management is not aware of any adverse 
trends that would materially affect the 
Company's strong financial position. Should 
suitable investment opportunities or working 
capital needs arise that would require addi¬ 
tional financing, management believes that 
the Company's triple A credit rating, strong 
balance sheet, and history of exceptional 
earnings provides a solid base for obtaining 
additional financial resources at competitive 
rates and terms. 

Kellogg is a global market leader backed 
with a solid financial infrastructure that 
provides a competitive advantage. The 
Company is committed to long-term earn¬ 
ings per share growth with above average 
return on equity. 
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Capital Expenditures 

(millions) 


SI 32 



$ 
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Dividends Per Share 



Shares Outstanding 
73 % 


Shares Repurchased 
27 % 


Stock Repurchased 
Since 1984 

(based on shares 
outstanding at 12/31/83) 
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Kellogg Company and Subsidiaries 

Consolidated Earnings and Retained Earnings 

Year ended December 31, 


(in millions, except per share amounts) 

1993 

1992 

1991 

Net sales 

$6,295.4 

$6,190.6 

$5,786.6 

Other revenue (deductions), net 

(1.5) 

36.8 

14.6 


6,293.9 

6,227.4 

5,801.2 

Cost of goods sold 

2,989.0 

2,987.7 

2,828.7 

Selling and administrative expense 

2,237.5 

2,140.1 

1,930.0 

Interest expense 

33.3 

29.2 

58.3 


5,259.8 

5,157.0 

4,817.0 

Earnings before income taxes and cumulative 
effect of accounting change 

1,034.1 

1,070.4 

984.2 

Income taxes 

353.4 

387.6 

378.2 

Earnings before cumulative effect of accounting change 

680.7 

682.8 

606.0 

Cumulative effect of change in method of accounting for 
postretirement benefits other than pensions - $1.05 a share 
(net of income tax benefit of $144.6) 


(251.6) 


Net earnings - $2.94, $1.81, $2.51 a share 

680.7 

431.2 

606.0 

Retained earnings, beginning of year 

3,033.9 

2,889.1 

2,542.4 

Dividends paid - $1.32, $1.20, $1,075 a share 

(305.2) 

(286.4) 

(259.3) 

Retained earnings, end of year 

$3,409.4 

$3,033.9 

$2,889.1 


See notes to consolidated financial statements. 
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Kellogg Company and Subsidiaries 

Consolidated Balance Sheet 

At December 31, 

(in millions) 

1993 

1992 

Current assets 



Cash and temporary investments 

S 98.1 

$ 126.3 

Accounts receivable, less allowances of $6.0 and $6.2 

536.8 

519.1 

Inventories: 



Raw materials and supplies 

148.5 

167.7 

Finished goods and materials in process 

254.6 

248.7 

Deferred income taxes 

85.5 

66.2 

Prepaid expenses 

121.6 

108.6 

Total current assets 

1,245.1 

1,236.6 

Property 



Land 

40.6 

40.5 

Buildings 

1,065.7 

1,021.2 

Machinery and equipment 

2,857.6 

2,629.4 

Construction in progress 

308.6 

302.6 

Accumulated depreciation 

(1,504.1) 

(1,331.0) 

Property, net 

2,768.4 

2,662.7 

Intangible assets 

59.1 

53.3 

Other assets 

164.5 

62.4 

Total assets 

S 4,237.1 

$ 4,015.0 

Current liabilities 



Current maturities of long-term debt 

5 1.5 

$ 1.9 

Notes payable 

386.7 

210.0 

Accounts payable 

308.8 

313.8 

Accrued liabilities: 



Income taxes 

65.9 

104.1 

Salaries and wages 

76.5 

78.0 

Advertising and promotion 

233.8 

228.0 

Other 

141.4 

135.2 

Total current liabilities 

1,214.6 

1,071.0 

Long-term debt 

521.6 

314.9 

Nonpension postretirement benefits 

450.9 

407.6 

Deferred income taxes 

188.9 

184.6 

Other liabilities 

147.7 

91.7 

Shareholders' equity 



Common stock, $.25 par value 



Authorized: 330,000,000 shares 



Issued: 310,292,753 shares in 1993 and 310,193,228 in 1992 

77.6 

77.5 

Capital in excess of par value 

72.0 

69.2 

Retained earnings 

3,409.4 

3,033.9 

Treasury stock, at cost: 82,372,409 and 72,874,738 shares 

(1,653.1) 

(U05.0) 

Minimum pension liability adjustment 

(25.3) 


Currency translation adjustment 

(167.2) 

(130.4) 

Total shareholders' equity 

1,713.4 

1,945.2 

Total liabilities and shareholders' equity 

S 4.237.1 

$ 4,015.0 


See notes to consolidated financial statements. 
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Kellogg Company and Subsidiaries 

Consolidated Statement of Cash Flows 

Year ended December 31, 


(in millions) 

1993 

1992 

1991 

Operating activities 




Net earnings 

$ 680.7 

$ 431.2 

$ 606.0 

Items in net earnings not requiring (providing) cash: 




Cumulative effect of accounting change 


251.6 


Depreciation 

265.2 

231.5 

222.8 

Pre-tax gain on sale of subsidiaries 

(65.9) 

(58.5) 


Deferred income taxes 

8.7 

9.7 

(5.4) 

Other 

(19.1) 

25.1 

16.8 

Change in operating assets and liabilities: 




Accounts receivable 

(17.7) 

(99.1) 

10.2 

Inventories 

13.3 

(15.3) 

(41.4) 

Prepaid expenses 

(32.3) 

(.9) 

(22.9) 

Accounts payable 

(5.0) 

24.0 

42.7 

Accrued liabilities 

(27.7) 

(57.4) 

105.6 

Net cash provided from operating activities 

800.2 

741.9 

934.4 

Investing activities 




Additions to properties 

(449.7) 

(473.6) 

(333.5) 

Proceeds from sale of subsidiaries 

95.6 

115.0 


Property disposals 

19.0 

18.8 

25.2 

Other 

(25.1) 

00.6) 

(11.6) 

Net cash used in investing activities 

(360.2) 

(350.4) 

(319.9) 

Financing activities 




Borrowings of notes payable 

468.2 

192.3 

182.1 

Reduction of notes payable 

(291.5) 

(170.7) 

(274.0) 

Issuance of long-term debt 

208.3 

311.7 

4.3 

Reduction of long-term debt 

(1.7) 

(270.2) 

(126.0) 

Issuance of common stock 

2.9 

13.4 

17.7 

Purchase of treasury stock 

(548.1) 

(224.1) 

(83.6) 

Cash dividends 

(305.2) 

(286.4) 

(259.3) 

Other 

2.9 

11.4 

1.1 

Net cash used in financing activities 

(464.2) 

(422.6) 

(537.7) 

Effect of exchange rate changes on cash 

(4.0) 

(20.6) 

.7 

Increase (decrease) in cash and temporary investments 

(28.2) 

(51.7) 

77.5 

Cash and temporary investments at beginning of year 

126.3 

178.0 

100.5 

Cash and temporary investments at end of year 

$ 98.1 

$ 126.3 

$ 178.0 


See notes to consolidated financial statements. 
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Kellogg Company and Subsidiaries 

Notes to Consolidated Financial Statements 


Note 1 Accounting policies 

Consolidation 

The consolidated financial statements include the accounts 
of Kellogg Company and its wholly owned subsidiaries. 
Intercompany balances and transactions are eliminated. 

Certain amounts in the prior year financial statements have 
been reclassified to conform to the current year presentation. 

Cash and temporary investments 

Highly liquid temporary investments with original maturities 
of less than three months are considered to be cash equiva¬ 
lents. The carrying amount approximates fair value. 

Inventories 

Inventories are valued at the lower of cost (principally average) 
or market. 

Property 

Fixed assets are recorded at cost and depreciated over esti¬ 
mated useful lives using straight-line methods for financial 
reporting and accelerated methods for tax reporting. Interest 
cost capitalized as part of the construction cost of capital 
assets amounted to $7.1 million in 1993, $4.4 million in 1992, 
and $2.4 million in 1991. 

Intangible assets 

Intangible assets consist principally of the underfunded 
amount of certain pension plans. 

Notes payable and long-term debt 
The carrying amounts of the Company's notes payable, 
long-term debt, and other financial instruments approximate 
fair value. The fair values are based primarily on quoted 
market prices. 

Net earnings per share 

Net earnings per share is determined by dividing net earnings 
by the weighted average number of common shares out¬ 
standing. All per share amounts have been restated to reflect 
the two-for-one stock split, effective December 4,1991. 

Note 2 Leases 

Operating leases generally are for equipment and warehouse 
space. Rent expense on all operating leases, which generally 
are renewable at the Company's option, amounted to $46.8 
million in 1993, $42.4 million in 1992, and $39.3 million in 
1991. There are no significant future minimum rental commit¬ 
ments under non-cancelable leases. 


Note 3 Research and development 

Research and development costs charged to earnings 
approximated $39.8 million in 1993, $36.6 million in 1992, 
and $34.7 million in 1991. 

Note 4 Divestitures and other nonrecurring items 

All gains from divestitures and nonrecurring charges are 
recorded in other revenue (deductions). None of the divesti¬ 
tures are significant to the Company's consolidated 
revenues and earnings. 

During 1993, the Company recognized a pre-tax gain of 
$32.2 million ($.10 per share) from the sale of Cereal Packag¬ 
ing Ltd., a wholly owned subsidiary of Kellogg Company of 
Great Britain, Limited., and a pre-tax gain of $33.7 million 
($.10 per share) from the sale of the Argentine snack food 
business. During 1992, the Company sold Fearn International 
Inc., a foodservice subsidiary, resulting in a pre-tax gain of 
$58.5 million ($.16 per share). 

During 1993, the Company recognized pre-tax charges of 
$64.3 million ($.18 per share) from the write-down of certain 
assets in Europe and North America. For 1992, other deduc¬ 
tions includes a pre-tax charge of $22.4 million ($.05 per 
share) from the disposition of convenience foods operations 
in Canada and other North America assets. 

Note 5 Shareholders' equity 

On December 3,1991, shareholders approved an increase in 
the authorized shares of common stock from 165 million to 
330 million and approved a two-for-one stock split to share¬ 
holders of record on December 4,1991. The stated par value 
per share of common stock was not changed from $.25. 

All share and per share amounts have been restated to retro¬ 
actively reflect the stock split. 

In 1993, the Company purchased 9,487,508 shares of its 
common stock at an average cost of $58; in 1992, purchased 
3,497,000 shares at an average cost of $63; and in 1991, 
purchased 1,515,600 shares at an average cost of $52. All 
purchases are included in treasury stock. A summary of share¬ 
holders' equity is shown on page 24. 

Most effects of exchange rate changes are reflected as a 
currency translation adjustment in shareholders' equity. 
Exchange adjustments attributable to operations in highly 
inflationary economies are reflected in earnings along with 
those adjustments related to foreign currency transactions 
that affect cash flows. 
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Capital in 



(a) Minimum 

Currency 


Common 

excess of 

Retained 

Treasury 

pension liability 

translation 

(millions) 

stock 

par value 

earnings 

stock 

adjustment 

adjustment 

Balance, January 1,1991 

$38.6 

$ 81.2 

$2,542.4 

($797.3) 


$36.9 

Stock options exercised 

.1 

17.7 





Two-for-one stock split 

Net earnings 

38.7 

(38.7) 

606.0 




Dividends 



(259.3) 



(22.9) 

Exchange adjustments 

Treasury stock purchased 




(83.6) 



Balance, December 31,1991 

77.4 

60.2 

2,889.1 

(880.9) 


14.0 

Stock options exercised 

Net earnings 

.1 

9.0 

431.2 




Dividends 



(286.4) 



(144.4) 

Exchange adjustments 

Treasury stock purchased 




(224.1) 



Balance, December 31,1992 

77.5 

69.2 

3,033.9 

(1,105.0) 


(130.4) 

Stock options exercised 

Net earnings 

.1 

2.8 

680.7 




Dividends 



(305.2) 



(36.8) 

Exchange adjustments 

Minimum pension liability adjustment 
Treasury stock purchased 




(548.1) 

($25.3) 



Balance, December 31, 1993 

$77.6 

$72.0 

$3,409.4 

($1,653.1) 

($25.3) 

($167.2) 


(a) Refer to Note 8 for explanation of the minimum pension liability adjustment. 


Note 6 Debt A summary of long-term debt follows. 


Notes payable consist of borrowings in the United States 
of $352.9 million at 3.2% at December 31,1993, and $148.3 
million at 3.4% at December 31,1992, and bank loans of 
foreign subsidiaries at competitive market rates. The majority 
of the borrowings within the United States are commercial 
paper which has the highest debt rating available. The 
Company has credit agreements providing for borrowing an 
aggregate of approximately $613 million on an unsecured 
basis, $569 million of which was unused at December 31,1993. 

As of January 1,1992, the Company had on file a "shelf reg¬ 
istration" of $300 million of debt securities with the Securities 
and Exchange Commission. Under this registration statement, 
the Company issued $300 million of 5.9% notes in July 1992. 
In August 1993, the Company filed a $200 million "shelf 
registration" with the Securities and Exchange Commission 
which remains unused at December 31,1993. 


(millions) 

1993 

1992 

5.9% Five-Year Notes due 1997(a) 

$299.4 

$299.1 

6 25% Five-Year Canadian Eurodollar 



Notes due 1998(a) 

200.0 


Other 

23.7 

17.7 


523.1 

3168 

Less current maturities 

(1.5) 

(1.9) 

Balance, December 31, 

$521.6 

$314.9 


(a) The 6.25% Canadian Eurodollar Notes were issued in October 1993 The 
first two years of both five-year notes were swapped into variable rate 
debt, indexed to the London Interbank Offered Rate 

Principal payments are due as follows (in millions): 1995 - $2; 
1996 - $2; 1997 - $302; 1998 - $207. 

Interest paid, net of amounts capitalized, approximated interest 
expense in each of the three years ended December 31,1993. 


24 






















Note 7 Stock options 

In 1991, shareholders approved the adoption of the Key 
Employee Long-Term Incentive Plan. The plan provides for 
benefits to be awarded in the form of stock options, perfor¬ 
mance shares, performance units, incentive stock options, 
restricted stock awards, and other stock-based awards. Under 
this plan, options are granted at the fair market value of the 
Company's common stock at the time of grant. Such options 
are exercisable when granted and expire ten years from date 
of grant. The plan also contains a reload option feature. 

When Company stock is surrendered to pay for the exercise 
price of a stock option, the holder of the option is granted a 
new option for the number of shares surrendered. For all op¬ 
tions reloaded, the expiration date is not changed, but the 
option price becomes the fair market value of the Company's 
stock on the date the new reload option is granted. 

Options for 10,756,690 and 10,620,578 shares were available 
for grant at January 1,1993, and December 31,1993, respec¬ 
tively. A summary of transactions under the plan follows. 



Shares 

Average price 

Under option, January 1,1992 

1,526,972 

$40.72 

Granted 

1,569,150 

61.83 

Exercised 

1,181,640 

48.12 

Cancelled 

5,100 

25.99 

Under option, December 31,1992 

1,909,382 

$52.92 

Granted 

848,885 

62.40 

Exercised 

293,494 

45.46 

Cancelled 

30,186 

59.10 

Under option, December 31,1993 

2,434,587 

$56.95 


Note 8 Pension benefits 

The Company has a number of U.S. and worldwide pension 
plans to provide retirement benefits for its employees. Benefits 
for salaried employees are generally based on salary and 
years of sen/ice, while union employee benefits are generally 
a negotiated amount for each year of service. Plan funding 
strategies are influenced by tax regulations. Plan assets consist 
primarily of equity securities with smaller holdings of bonds, 
real estate, and other investments. 


Pension expense includes the following components. 


(millions) 


1993 

1992 

1991 

Service cost 


S 24.9 

$23.7 

$23.6 

Interest cost 


57.8 

57.2 

52.9 

Actual (return) loss of plan assets 


(76.3) 

(22.8) 

(88.0) 

Net amortization and deferral 


26.7 

(27.3) 

42.3 

Pension expense - Company plans 


33.1 

30.8 

30.8 

Pension expense - multiemployer plans 

3.1 

1.5 

1.6 

Total pension expense 


$36.2 

$32.3 

$32.4 

The reconciliation of the funded status of the plans at 


year-end follows. 






Underfunded 

Overfunded 

(millions) 

1993 

1992 

1993 

1992 

Accumulated benefit obligation: 





Nonvested 

$ 35.3 

$ 23.8 

$ 26.9 

$ 18.1 

Vested 

288.8 

229.3 

322.3 

266.8 

Total 

324.1 

253.1 

349.2 

284.9 

Projected salary increases 

13.8 

12.3 

86.3 

85.0 

Projected benefit obligation 

337.9 

265.4 

435.5 

369.9 

Plan assets at fair value 

279.5 

214.3 

404.4 

362.0 

Assets (less) greater than 





projected benefit obligation 

(58.4) 

(51.1) 

(31.1) 

(7.9) 

Unrecognized net (gain) loss 

41.3 

6.5 

25.7 

8.8 

Unrecognized transition amount 

19.3 

22.0 

(14.6) 

(18.1) 

Unrecognized prior service cost 

46.3 

30.7 

21.3 

21.7 

Minimum liability adjustment 

(96.0) 

(50.8) 



Prepaid (accrued) pension 

($47.5) ($42.7) 

$ 1.3 

$ 4.5 


The 1993 projected benefit obligation was impacted by plan 
improvements that covered most U.S. employees. 


All gains and losses are recognized over the average remaining 
service period of active employees. 

The unfunded liability in excess of the unamortized prior service 
cost and the net transition obligation was recorded as a reduc¬ 
tion in Shareholders' Equity of $25.3 million, net of tax, as of 
December 31,1993. Intangible assets included $56.9 million as 
of December 31,1993, and $50.8 million as of December 31, 
1992, relating to the underfunded pension plans. 

The weighted averages for all worldwide plans of the actuari- 
ally assumed discount rate, long-term rate of compensation 
increase, and long-term rate of return on plan assets were 
7.9, 5.4, and 9.5 percent in 1993; 9.2, 6.7, and 9.6 percent in 
1992; and 9.3, 6.8, and 9.7 percent in 1991, respectively. 

The Company and certain of its subsidiaries sponsor 401K plans 
for some active employees. These costs are not significant. 
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Note 9 Nonpension postretirement benefits 

Effective January 1,1992, the Company adopted Statement 
of Financial Accounting Standards (FAS) 106, "Employers' 
Accounting for Postretirement Benefits Other Than Pensions." 
This standard requires that the estimated cost of postretire¬ 
ment benefits, principally health care, be accrued over the pe¬ 
riod earned rather than expensed as incurred. 

The transition effect of adopting FAS 106 on the immediate 
recognition basis, as of January 1,1992, resulted in a charge 
of $251.6 million ($1.05 per share) to 1992 earnings, net 
of approximately $144.6 million of income tax benefit. The 
Company adopted FAS 106 on a worldwide basis; however, 
costs associated with subsidiaries outside of the United States 
are insignificant. 

The Company's U.S. subsidiaries provide health care and cer¬ 
tain other benefits to substantially all retired employees, their 
covered dependents, and beneficiaries. Generally, employees 
are eligible for these benefits when one of the following 
service/age requirements are met: 30 years and any age; 

20 years and age 55; 5 years and age 62. Net periodic post¬ 
retirement benefit cost includes the following components. 


(millions) 

1993 

1992 

Service cost 

$12.1 

$10.9 

Interest cost 

38.6 

34.9 

Net amortization and deferral 

1.0 


Net periodic postretirement benefit cost 

$51.7 

$45.8 


Actuarial assumptions used to determine the accumulated 
postretirement benefit obligation include a discount rate of 
7.75% for 1993 and 9.0% for 1992. The assumed health 
care cost trend was 9.5% for 1993, decreasing gradually to 
5.25% by the year 2003 and remaining at that level there¬ 
after. These trend rates reflect the Company's prior experience 
and management's expectation that future rates will decline. 
Increasing the assumed health care cost trend rates by 1 per¬ 
centage point in each year would increase the accumulated 
postretirement benefit obligation as of December 31,1993 by 
$70.4 million and net periodic postretirement benefit cost 
for 1993 by $8.5 million. All gains and losses are recognized 
over the average remaining service period of active plan 
participants. The Company's postretirement health care plans 
currently are not funded. 


The following table sets forth the plans' combined status 
with the amount included in the consolidated balance sheet 
at year-end. 


(millions) 

1993 

1992 

Accumulated benefit obligation: 

Retirees 

$251.7 

$211.2 

Active plan participants 

265.0 

227.9 


516.7 

439.1 

Unrecognized experience loss 

(47.2) 

(14 3) 

Unrecognized prior service cost 

(5) 


Accrued postretirement benefit cost 

$469.0 

$4248 


Note 10 Income taxes 

Effective January 1,1992, the Company adopted FAS 109, 
"Accounting for Income Taxes." This standard requires the use 
of the asset and liability approach for financial accounting 
and reporting of income taxes. The Company previously 
accounted for income taxes in conformity with FAS 96. The 
effect of the accounting change was not material except for 
allowing recognition of the tax benefit associated with the 
cumulative effect of adopting FAS 106 (refer to Note 9). The 
following table summarizes the provision for U.S. federal, 
state, and foreign taxes on income. 


(millions) 

1993 


1992 

1991 

Earnings before income taxes and 





cumulative effect of accounting change: 





United States $ 

703.3 

$ 

727.3 

$626.0 

Foreign 

330.8 


343 1 

358.2 

$1,034.1 

$1,070.4 

$984 2 

Income taxes: 





Currently payable: 





Federal $ 

233.0 

$ 

2268 

$191.0 

State 

38.0 


27.8 

26.8 

Foreign 

104.7 


132.9 

136.1 


375.7 


387.5 

353.9 

Deferred: 





Federal 

(19.4) 


(4.2) 

7.9 

State 

(2.2) 


(1.0) 

2.0 

Foreign 

(.7) 


5.3 

14.4 


(22.3) 


.1 

24.3 

Total income taxes $ 

353.4 

$ 

387.6 

$378.2 


The difference between the U.S. federal statutory tax rate and 
the Company's effective rate is as follows. 


(millions) 

1993 

1992 

1991 

U.S. statutory rate 

35.0% 

34.0% 

34.0% 

Foreign rates varying from 35% 

(1.5) 

1.2 

1.9 

State income taxes, net of federal benefit 

2.2 

1.7 

1.9 

Other 

(1.5) 

(.7) 

6 

Effective income tax rate 

34.2% 

36.2% 

38.4% 
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The deferred tax assets and deferred tax liabilities recorded on 
the balance sheet as of year-end are as follows. 


Deferred tax Deferred tax 

assets liabilities 


(millions) 

1993 

1992 

1993 

1992 

Current: 





Promotion and advertising 

S 53.4 

S 34.1 



Wages and payroll taxes 

10.7 

10.8 



Pension 



$ 9.0 

S 10.7 

Health and postretirement benefits 

13.0 




State and property taxes 

9.6 

7.8 

6.8 

6.6 

Other 

17.8 

26.8 

4.8 

4.4 


104.5 

79.5 

20.6 

21.7 

Noncurrent: 





Depreciation and asset disposals 

12.1 


304.5 

302.9 

Postretirement benefits 

157.4 

155.1 

13.8 


Capitalized interest 



27.1 

26.9 

State taxes 

8.0 

5.3 


15.7 

Other 

6.2 

7.6 

13.1 

7.1 


183.7 

168.0 

358.5 

352.6 

Total deferred taxes 

$288.2 

$247.5 

$379.1 

$374.3 


At December 31,1993, $1,145 million of foreign subsidiary 
earnings was considered permanently invested in those busi¬ 
nesses. Accordingly, U.S. income taxes have not been pro¬ 
vided for such earnings. If all these earnings were remitted, 
foreign withholding taxes would amount to $54 million. 

Cash paid for income taxes was as follows (in millions): 

1993 - $425;1992 - $361; 1991 - $334. 

Note 11 Financial instruments and credit 
risk concentration 

The Company enters into foreign exchange contracts to 
hedge against the adverse impacts of fluctuations of foreign 
currency-denominated receivables, payables, and other com¬ 
mitments. Foreign exchange contracts generally have maturi¬ 
ties of six months or less and are entered into with major 
international financial institutions. The Company's risk in 
these transactions is the cost of replacing, at current market 
rates, these contracts in the event of default by the institu¬ 
tions. Management believes that the risk of such losses is 
remote. At December 31,1993 and 1992, the notional amounts 
of open forward exchange contracts and other financial market 
instruments were $301 million and $168 million, respectively. 

Financial instruments which potentially subject the Company 
to concentrations of credit risk are primarily cash and tempo¬ 
rary investments and accounts receivable. The Company places 
its investments in highly rated financial institutions and in¬ 
vestment grade short-term debt instruments, and limits the 
amount of credit exposure to any one entity. Concentrations 
of credit risk with respect to accounts receivable are limited 
due to the large number of customers, generally short pay¬ 
ment terms, and their dispersion across geographic areas. 


Note 12 Quarterly financial data (unaudited) 


(millions, except 

per share data) Net sales 

Gross profit 

1993 1992 

1993 1992 

First $1,518.4 $1,515.1 

Second 1,541.6 1,584.0 

Third 1,669.2 1,670.7 

Fourth 1,566.2 1,420.8 

$ 793.4 $ 791.0 

785.7 8389 

897.3 874.3 

830.0 698.7 

$6,295.4 $6,190.6 

$3,306.4 $3,202.9 

Earnings before 
cumulative effect of 
accounting change 

Earnings per share before 
cumulative effect of 
accounting change 

1993 1992 

1993 1992 

First $179.2 $191.6 

Second 142.7 163.6 

Third 209.3 199.7 

Fourth 149.5 127.9 

$ .76 $ .80 

.62 .68 

.90 84 

.66 54 

$680.7 $682.8 

$2.94 $2 86 

Net earnings 

Earnings per share 

1993 1992 

1993 1992 

First $179.2 ($60.0) 

Second 142.7 163.6 

Third 209.3 199.7 

Fourth 149.5 127.9 

$ .76 ($ .25) 

.62 68 

.90 84 

.66 54 

$680.7 $4312 

$2.94 $1.81 

As discussed in Note 9, the Company adopted FAS 106 in the 
first quarter of 1992. 

Dividend payments for the year totaled $1.32 per share, 
up 10 percent from 1992, marking the 37th consecutive year 
of increase. The trend of increased dividends is expected to 
continue in 1994. The principal market for trading Kellogg 
shares is the New York Stock Exchange. The shares are also 
traded on the Boston, Cincinnati, Midwest, Pacific, and 
Philadelphia Stock Exchanges. The closing price (on the NYSE) 
on December 31,1993 was $56% As of December 31,1993, 
there were approximately 29,381 shareholders of record. 
Dividends paid and the quarterly price ranges on the New York 
Stock Exchange during the last two years are as follows. 

1993 - Quarter Dividend 

High Low 

Fourth $ .34 

Third .34 

Second .32 

First .32 

$61.88 $48.75 

54.88 47.25 

61.00 51.00 

67.88 59.38 

$1.32 


1992 


Fourth $ .32 

Third .32 

Second .28 

First .28 

$75.38 $65.88 

73.38 62.75 

66.88 54.63 

67.00 54.38 

$1.20 
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Note 13 Operating segments 


Report of Independent Accountants 


The Company operates in a single industry - manufacturing 
and marketing convenience food products throughout the 
world. Information presented below describes operations by 
geographic area. Included are the schedules of net sales and 
earnings before the cumulative effect of the accounting 
change for the years 1993, 1992, and 1991, and the related 
year-end identifiable assets, including corporate assets that 
are comprised principally of cash and temporary investments. 


Net sales 


% 


% 


% 

(millions) 

1993 

change 

1992 

change 

1991 

change 

United States 

$3,783.9 

+ 6 

$3,564.9 

+ 5 

$3,411.0 

+ 12 

% of total 

60% 


57% 


59% 


Europe 

1,505.9 

- 8 

1,643.6 

+14 

1,447.0 

+ 9 

% of total 

24% 


27% 


25% 


Other areas 

1,005.6 

+ 2 

982.1 

+ 6 

928.6 

+14 

% of total 

16% 


16% 


16% 


Consolidated 

$6,295.4 

+ 2 

$6,190.6 

+ 7 

$5,786.6 

+12 

Earnings before cumulative effect of accounting change 




% 


% 


% 

(millions) 

1993 

change 

1992 

change 

1991 

change 

United States 

$452.2 

- 1 

$458.4 

+18 

$388.3 

+19 

% of total 

66% 


67% 


64% 


Europe 

139.8 

- 1 

141.7 

+ 9 

130.1 

+20 

% of total 

21% 


21% 


22% 


Other areas 

88.7 

+ 7 

82.7 

- 6 

87.6 

+26 

% of total 

13% 


12% 


14% 


Consolidated 

$680.7 

— 

$682.8 

+13 

$606.0 

+21 

Identifiable assets 

% 


% 


% 

(millions) 

1993 

change 

1992 

change 

1991 

change 

United States 

$2,340.4 

+13 

$2,064.4 

+11 

$1,859.6 

+ 1 

% of total 

55% 


51% 


47% 


Europe 

1,022.6 

- 5 

1,076.6 

+ 3 

1,110.8 

+ 1 

% of total 

24% 


27% 


28% 


Other areas 

766.4 

+ 4 

738.4 

- 4 

767.4 

+ 8 

% of total 

18% 


18% 


20% 


Corporate assets 

107.7 

-21 

135.6 

-28 

188.0 

+72 

% of total 

3% 


4% 


5% 


Consolidated 

$4,237.1 

+ 6 

$4,015.0 

+ 2 

$3,925.8 

+ 5 


Price Waterhouse 

To the Shareholders and Board of Directors of Kellogg Company 

In our opinion, the accompanying consolidated balance sheet 
and the related consolidated statements of earnings and re¬ 
tained earnings and of cash flows present fairly, in all material 
respects, the financial position of Kellogg Company and its 
subsidiaries at December 31,1993 and 1992, and the results 
of their operations and their cash flows for each of the three 
years in the period ended December 31,1993, in conformity 
with generally accepted accounting principles. These financial 
statements are the responsibility of the Company's manage¬ 
ment; our responsibility is to express an opinion on these 
financial statements based on our audits. We conducted our 
audits of these statements in accordance with generally 
accepted auditing standards which require that we plan and 
perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstate¬ 
ment. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial 
statements, assessing the accounting principles used and sig¬ 
nificant estimates made by management, and evaluating 
the overall financial statement presentation. We believe that 
our audits provide a reasonable basis for the opinion 
expressed above. 

As discussed in Notes 9 and 10 to the financial statements, 
the Company changed its methods of accounting for post¬ 
retirement benefits other than pensions and for income 
taxes during 1992. 




/WJL 

Battle Creek, Michigan 
February 4,1994 
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Kellogg Operations and Facilities 


Worldwide 

Operations 

Argentina 

Kellogg's ® cereals 

Australia 

Kellogg's ® cereals, breading 
products 

Brazil 

Kellogg's ® baby food cereals, 
cereals, breading products 

Canada 

Kellogg's ® cereals, 
toaster pastries 
Eggo ® waffles 
Mrs. Smith's ® pies 

Colombia 

Kellogg's ® cereals, breading 
products 

Denmark 

Kellogg's • cereals 
Foska* peas, rolled oats 
Mollerens? macaroni, 
peas, soups 

France 

Kellogg's ® cereals 

Germany 

Kellogg's ® cereals, cereal bars, 
breading products 

Great Britain 

Kellogg's ® cereals, 

toaster pastries 

Askeys ® cones, syrups, wafers 


Guatemala 

Kellogg's ® cereals, breading 
products 

Italy 

Kellogg's * cereals, breading 
products 

Japan 

Kellogg's 9 cereals 

Mexico 

Kellogg's * cereals, breading 
products 

South Africa 

Kellogg's ® cereals, breading 
products 

South Korea 

Kellogg’s 9 cereals 

Spain 

Kellogg's ® cereals 

United States 

Kellogg's ® cereals, cereal bars, 
croutons, toaster pastries, 
breading and stuffing products 
Eggo® waffles 
Mrs. Smith's ® pies 

Venezuela 

Kellogg's • cereals, breading 
products 


Manufacturing 

Locations 

North America 

San Jose, California 
San Leandro, California 
Atlanta, Georgia 
Battle Creek, Michigan 
Omaha, Nebraska 
Blue Anchor, New Jersey 
London, Ontario 
Lancaster, Pennsylvania 
Muncy, Pennsylvania 
Memphis, Tennessee 
Rossville, Tennessee 

Europe 

Svendborg, Denmark 
Bremen, Germany 
Aylesbury, Great Britain 
Manchester, Great Britain 
Wrexham, Great Britain 
Brescia, Italy 
Riga, Latvia 
Vails, Spain 

Asia-Pacific 

Sydney, Australia 
Takasaki, Japan 
Springs, South Africa 
Anseong, South Korea 

Latin America 

Buenos Aires, Argentina 
Sao Paulo, Brazil 
Bogota, Colombia 
Guatemala City, Guatemala 
Queretaro, Mexico 
Maracay, Venezuela 

Mrs. Smith's 
Frozen Foods Co. 

Pottstown, Pennsylvania 
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Charles M. Bliss 

We extend our thanks 
and best wishes to 
Charles M. Bliss, who 
retired from the 
Board of Directors on 
December3, 1993 
after 13 years of dedi¬ 
cated service. Mr 
Bliss's many contribu¬ 
tions to the Board 
included serving as 
chairman of the 
Committee on Social 
Responsibility and 
as a member of the 
Executive, Audit, 
Finance, and Employee 
Benefits committees. 
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Shareholder Information 


Kellogg Company 

One Kellogg Square 
Battle Creek, Ml 49016-3599 
(616) 961-2000 

Common Stock: 

Listed on the New York Stock 

Exchange 

Ticker Symbol: K 

Independent Accountants: 

Price Waterhouse 

Transfer Agent, 

Registrar, and Dividend 
Disbursing Agent: 

Communications concerning 
stock transfer, dividend pay¬ 
ments, lost certificates, and 
change of address should be 
directed to: 

Harris Trust and Savings Bank 
Corporate Trust Division 
PO Box 755 
Chicago, IL 60690 
(800) 323-6138 

Fiscal Agent: 

5.90% Notes Due 
July 15, 1997 
Bankers Trust 
Four Albany Street 
New York, NY 10015 

6.25% Notes Due 
October 12,1998 
The Chase Manhattan Bank 
4 Chase Metro Tech Centre 
Third Floor 
Brooklyn, NY 11245 


Dividend Reinvestment 
and Stock Purchase Plan: 

This Plan, available to share¬ 
holders, allows for full or par¬ 
tial dividend reinvestment 
and voluntary cash purchases, 
with brokerage commissions 
and service charges paid by the 
Company. For details, contact 
Harris Trust and Savings Bank 
P.O. Box A3309 
Chicago, IL 60690 
(800) 323-6138 

Duplicate Mailings: 

When shares owned by one 
shareholder are held in differ¬ 
ent names, duplicate mailings 
of shareholder information 
may result. If you currently re¬ 
ceive duplicate reports, you 
can help eliminate the added 
expense by requesting that 
only one copy be sent. Send 
the labels or label information 
to our transfer agent, Harris 
Trust and Savings Bank, indi¬ 
cating which name you wish to 
keep on the list. This change 
will not affect dividend or 
proxy mailings. 

Company Information: 

Copies of the Company's Form 
10-K, an audio cassette record¬ 
ing of this Report, and other 
corporate and product infor¬ 
mation are available upon 
request from: 

Kellogg Company 
Consumer Affairs Department 
PO Box CAMB 
Battle Creek, Ml 49016-1986 
(800) 962-1413 

Investor Relations: 

(616) 961-2767 

Shareholder Relations: 

(616) 961-3280 


Kellogg Better 
Government Committee: 

This committee is organized to 
permit Company shareholders, 
executives, administrative per¬ 
sonnel, and their families to 
pool their contributions in sup¬ 
port of candidates for elected 
offices at the federal level who 
believe in sound economic pol¬ 
icy and real growth, and who 
will fight inflation and unem¬ 
ployment, try to decrease 
taxes, and reduce the growth 
of government. Interested 
shareholders are invited to 
write for further information. 
Kellogg Better Government 
Committee 

ATTN: Joseph M. Stewart 
One Kellogg Square 
Battle Creek, Ml 49016-3599 

Throughout this Annual 
Report, references in italics 
represent worldwide trade¬ 
marks or product names 
owned by or associated with 
Kellogg Company. 

TM,® Kellogg Company 
© 1994 Kellogg Company 

® 

This report is primed on recycled paper 
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Dr. Theodore Cooper 
1928-1993 


Dr. Theodore Cooper contributed significantly to 
the continued growth of Kellogg Company while 
serving as a member of the Board of Directors 
from 1987 until his death on April 22, 1993. He 
chaired the Board's Nominating Committee and 
served as a member of the Executive and 
Compensation committees. 

Dr. Cooper was chairman of the board and 
chief executive officer of The Upjohn Company, 
culminating a diverse and highly distinguished 
career in medicine, higher education, public 
service, and business. He leaves a challenging 
legacy of achievement, service, integrity, and 
genuine friendship. 
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